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REPLY DECLARATION OF ROBERT. H. GERTNER,
GUSTAVO E. BAMBERGER, AND MICHAEL P. BANDOW

ATTACHMENT 1



Attachment 1
Analysis of Metric PR-3-01 UNE

May 2001

Percent Completed in One Day -- Reported in C2Cs

Percent Completed in One Day -- in Subsample

Percent Completed" in One Day Excluding X-Coded Orders

Percent Completed" Within Standard Interval Excluding X-Coded Orders

Percent Completed" Within Requested Interval

CLEC Retail
Number Number

of of
Percent Orders Percent Orders

24.44 17,024 69.88 132,198

18.18 88

36.25 80

100 80

100 88

>g

~a
" Using Completion Interval Calculated Under Business Rules. See Gertner/Bamberger/Bandow Dec!. fl5 &n.1.
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REPLY DECLARATION OF ROBERT H. GERTNER,
GUSTAVO E. BAMBERGER, AND MICHAEL P. BANDOW

ATTACHMENT 2



Attachment 2
Analysis of Metric PR-3-01 Resale

May 2001

CLEC
Number

of
Percent Orders

Retail
Number

of
Percent Orders

Percent Completed in One Day -- Reported in C2Cs

Percent Completed in One Day -- in Subsample

Percent Completed· in One Day Excluding X-Coded Orders

Percent Completed· Within Standard Interval Excluding X-Coded Orders

Percent Completed· Within Requested Interval

45.61

54.26

76.6

72.34

84.04

1,798

94

47

47

94

69.88 132,198

>;:;
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n
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• Using Completion Interval Calculated Under Business Rules. See Gertner/Bamberger/Bandow Dec!. 1{5 & n.1.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, DC 20554

In the Matter of

Application by Verizon Pennsylvania
Inc., Verizon Long Distance, Verizon
Enterprise Solutions, Verizon Global
Networks Inc., and Verizon Select
Services Inc., for Authorization To
Provide In-Region, InterLATA Services
in Pennsylvania

)
)
)
)
)
)
)
)
)

CC Docket No. 01-138

REPLY DECLARATION OF DANIEL J. WHELAN

AND

GARY E. SANFORD

1. My name is Daniel J. Whelan. My business address is 1717 Arch Street,

17th Floor, Philadelphia, PA 19103. I am the President and CEO ofVerizon

Pennsylvania Inc. In that position, I oversee all aspects ofVerizon's business within

Pennsylvania, including regulatory, financial, and operational matters. I am also

responsible for monitoring the competitive environment and business opportunities for

local exchange service within Pennsylvania.

2. I have more than 24 years of experience in the telecommunications

industry, in a variety of legal, regulatory and operations positions working for Bell

Atlantic, and now Verizon. Prior to my current position, I served as President and CEO

of what is now Verizon Maryland Inc. I also served as Vice President - Regulatory and

Government Relations in Pennsylvania and Vice President - Keystone Operations in

Pittsburgh. My education background includes a B.A. in Philosophy from La Salle
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College in 1968 and a J.D. in 1974 from the Temple University School of Law. I served

in the U.S. Navy, in a specialized communications branch, from 1968 through 1971.

3. My name is Gary E. Sanford. My business address is 1717 Arch Street,

Philadelphia, PA 19103. I am Director - Economic Costs/Regulatory Support in the

Service Cost organization ofVerizon Services Corp., which is responsible for developing

the incremental costs for products, services, and network elements provided by Verizon.

4. I have 32 years ofwork experience at Verizon or its predecessor

companies, encompassing numerous positions with increasing levels of responsibility,

including assignments in the outside plant department and marketing. For the last 18

years I have been in the Service Cost department where my responsibilities for the last 12

years have included reviewing, analyzing, and supervising cost study development and

cost study methodology. In addition, I have attended courses and seminars on relevant

topics, including Economic Principles for Cost Analysis, Costs for Pricing Decisions,

Network Services Costs, and Concepts of Service Cost Studies. I have testified in

numerous proceedings before the Pennsylvania Public Utility Commission

("Pennsylvania PUC"), including what is commonly known as the MFS Phase III

proceeding.

I.

5.

PURPOSE OF REPLY DECLARATION

The purpose ofour reply declaration is to describe the extensive

proceedings in which the Pennsylvania PUC established rates for unbundled network

elements that are consistent with the Commission's TELRIC principles. We will also

respond to the pricing and costing issues raised in the comments ofAT&T and

WorldCom.
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II.

A.

6.
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THE PENNSYLVANIA PUC SET UNBUNDLED NETWORK
ELEMENT RATES USING THE FCC'S TELRIC METHODOLOGY
FOLLOWING A COMPLETE AND THOROUGH ADJUDICAnON

The Pennsylvania PUC's Phase III Proceeding in Application ofMFS
Intelenet ofPennsylvania, Inc. ("MFS Phase III")

The Pennsylvania PUC established local telephone competition in

Pennsylvania through its proceedings in Application ofMFS Intelenet ofPennsylvania,

Inc., et al., Docket No. A-310203F0002. This proceeding occurred in three separate

phases. In the first phase, the Pennsylvania PUC approved four (4) consolidated

applications to provide competitive local exchange service. Application ofMFS Intelenet

ofPa., et al., Docket No. A-31 0203F0002 (October 4, 1995) ("MFS Phase 1"). In the

second phase of this proceeding, the Pennsylvania PUC adopted a forward-looking

economic cost methodology to set prices for unbundled network elements and developed

interim network element rates. Application ofMFS Intelenet ofPa., et al., Docket

No. A-31 0203F0002 (July 31, 1996) ("MFS Phase II") (Application, App. B, Tab 0,

Subtab 2).

7. The Pennsylvania PUC began the third phase of this proceeding

November I, 1996, when Verizon filed its cost studies. This third phase was focused on

establishing Verizon's permanent rates for unbundled network elements.

8. In MFS Phase III, Verizon filed testimony and cost studies that examined

the costs for loops, local switching, tandem switching, dedicated transport, common

transport, signaling, network interface devices, access to OSS, billing, and call-related

databases. Verizon presented the direct and rebuttal testimony of9 witnesses who

described the network assumptions and inputs used in the cost analyses and explained

that the studies were designed to conform to the Commission's TELRIC methodology.

3
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Specifically, Verizon's witnesses examined the forward-looking, long-run incremental

costs of each element, including cost of capital, depreciation rates, and joint and common

costs. The forward-looking costs were based on Verizon's existing wire center locations

and assumed that the forward-looking technology would be deployed on the basis ofthe

most efficient methods and practices developed by engineers for use in planned plant

investment decisions and construction. Forward-looking costs for equipment and labor

were based on Verizon costs, adjusted to include all discounts, anticipated changes in

company practices, and anticipated inflation or deflation forecasts.

9. AT&T and WorldCom (then MCl) also presented direct testimony, a cost

study (the so-called "Hatfield model"), and rebuttal testimony. In addition, they

conducted extensive discovery on the Verizon testimony and cost studies, including

approximately 470 interrogatories with subparts that totaled 1,350 questions and 5,000

pages ofdocuments and computer disks relating to Verizon's spreadsheet calculations.

10. The other parties to MFS Phase III, including MFS, Eastern Telelogic

Corporation, Sprint, Nextlink, the Pennsylvania Cable Television Association, the Office

of Trial Staff, the Office of Small Business Advocate and the Office of the Consumer

Advocate, which had intervened in the case, did not present any cost studies. They did,

however, conduct discovery, were given the opportunity to cross-examine witnesses, and

filed initial and reply briefs.

11. The Pennsylvania PUC held 4 days ofworkshops and 11 days of

evidentiary hearings in MFS Phase III. Counsel for AT&T, WorldCom, MFS, Eastern

Telelogic Corporation, Nextlink, the Pennsylvania Cable Television Association, the

Office of Trial Staff, and the Office of Consumer Advocate examined Verizon's

4
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witnesses at length concerning the methodology used by Verizon in conducting its

TELRIC study and the inputs to the study. After the MFS Phase III evidentiary hearings,

the parties filed initial and reply briefs with the Pennsylvania PUC. In total, the

Pennsylvania PUC received thousands of pages oftestimony and briefs.

12. The Pennsylvania PUC issued its decision in MFS Phase IlIon August 7,

1997. At the outset, the Pennsylvania PUC noted that the governing cost principles that it

would use to set network element rates were the TELRIC principles set forth in the

Commission's Local Competition Order and associated rules. The Pennsylvania PUC

noted that "with the passage of the Telecommunications Act of 1996 and our

determination in MFS - Phase II, the use of long run incremental costs in the setting of

rates no longer appears to be optional. Section 252(d)(l)(A) of the Act precludes us from

basing loop rates on embedded costs while the FCC Order bases its pricing

recommendations on the use of Total Service Long Run Incremental Cost ('TSLRIC') as

applied to the elements that comprise a telephone service resulting in Total Element Long

Run Incremental Cost ('TELRIC')." Interim Order, Application ofMFS Intelenet of

Pennsylvania, Inc., et al., Pa. PUC Dkt. No. A-310203 et al., 1997 Pa. PUC LEXIS 50 at

*12 (Apr. 10, 1997) ("MFS Phase III Interim Order") (Application, App. B, Tab 0,

Subtab 8); see also Final Order, Application ofMFS Intelenet ofPennsylvania, Inc., et

al., Pa. PUC Dkt. No. A-310203 et al., 1997 WL 1050752, at *5 (Aug. 7, 1997) ("MFS

Phase III Final Order") (Application, App. B, Tab 0, Subtab 12) (reaffirming the

substantive determinations made in the MFS Phase III Interim Order with one

exception). The Commission further noted that "the FCC's adoption ofa forward

looking pricing methodology, known as TELRIC, is consistent with and in furtherance of

5
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our own independent determination in the MFS - Phase II proceeding." MFS Phase III

Final Order, 1997 WL 1050752, at *20 (Application, App. B, Tab 0, Subtab 12).

13. On October 15, 1996, while the MFS Phase II docket was pending, the

Eighth Circuit Court of Appeals issued a stay of the Commission's pricing rules for both

resold services and unbundled network elements adopted in the Local Competition Order.

Iowa Utilities Board v. FCC, 109 F.3d 418 (8th Cir. 1996). The Pennsylvania PUC,

however, decided to follow the FCC rules as though they had not been stayed: "In Iowa

Utilities Commission v. FCC, the Eighth Circuit Court ofAppeals stayed that portion of

the FCC Order dealing with the setting of prices pending further review of the merits of

the action. . .. However, inasmuch as we have consistently used or required the use of

the FCC's TELRIC methodology throughout the several phases of this proceeding, we

will continue to use TSLRlC as a tool to evaluate the proposals before us and view the

FCC Order as instructive in the proper application of a long-run incremental cost

methodology." See MFS Phase III Interim Order, 1997 Pa. PUC LEXIS 50, at *12; MFS

Phase III Final Order, 1997 WL 1050752, at *5 (Application, App. B, Tab 0, Subtab

12).

14. After considering the Hatfield cost methodology submitted by AT&T and

WorldCom and Verizon's cost methodology, the Pennsylvania PUC adopted Verizon's

proposed pricing methodology and resulting rates, with certain modifications. See MFS

III Interim Order, 1997 Pa. PUC LEXIS 50, at *26 (Application, App. B, Tab 0, Subtab

12). In doing so, the Pennsylvania PUC determined that the resulting rates from

Verizon's cost model best accorded with the 1996 Act and with FCC regulations. See

MFS III Interim Order, 1997 Pa. PUC LEXIS 50, at *77-*78 (Application, App. B, Tab

6
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0, Subtab 1~) ("we will rely upon the Bell sponsored cost studies in this proceeding, as

modified, as the most appropriate basis for setting TSLRIC [Total Service Long Run

Incremental Cost] based rates for unbundled network elements in this proceeding."); MFS

III Final Order, 1997 WL 1050752, at *5 (Application, App. B, Tab 0, Subtab 12). The

rates approved in the MFS Phase III proceedings were used to resolve pending

arbitrations and have since been incorporated in numerous, subsequent agreements as a

result both ofvoluntary negotiations and of Pennsylvania PUC arbitrations.

15. WorldCom appealed this ruling to the United States District Court for the

Middle District ofPennsylvania, and the court remanded the matter to the Pennsylvania

PUC for further proceedings on whether the Pennsylvania PUC's TSLRIC cost

methodology complies with the Commission's TELRIC cost methodology. That court

did not, however, reject Verizon's rates as inconsistent with TELRIC. In fact, as the

Pennsylvania PUC explains, the court "did not actually analyze the cost methodology" at

all. PUC Consultative Report at 54-55. "Rather, the district court based its decision on

the fact that [the Pennsylvania PUC] characterized the methodology as TSLRIC instead

of TELRIC. ... This is more a matter of semantics than substance since the incremental

pricing principles are the same for both - TSLRIC for 'services' and TELRIC for

'elements' ofa service." PUC Consultative Report at 55. Verizon and the Pennsylvania

PUC have appealed this ruling.

B. The Pennsylvania PUC's Global Order in Joint Petition ofNextlink
Pennsylvania, Inc et at.; ("Global Proceeding")

16. At the Public Meeting ofSeptember 3, 1998, Chairman Quain and

Commissioner Rolka issued a joint statement announcing the creation of a "global"

settlement conference for the purpose of exploring an integrated resolution ofa number

7
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of complex issues in the telecommunications markets ("Global Settlement Conference").

In the Global Settlement Conference, under the direction of these two Pennsylvania PUC

commissioners, numerous companies and government officials met many times to try to

settle comprehensively a wide range ofcomplex issues. Ultimately, however, the parties

to the Global Settlement Conference were unable to reach a unanimous settlement within

the time frame established by the Pennsylvania PUc. The commissioners thus issued a

"Final Term Sheet," which proposed compromise resolutions of many of the open issues,

and invited the parties to negotiate to reach a settlement.

17. In response to that invitation, two major competing proposals emerged,

which were consolidated into a formal docket proceeding ("Global Proceeding"). One

proposal was sponsored by Verizon and 34 other competitive and incumbent telephone

companies with diverse interests in the global negotiation process (the "settling parties").

In this settlement proposal, Verizon offered, among other things, to reduce its rates for

certain unbundled network elements to levels below TELRIC. These rate reductions

were offered solely to facilitate settlement and, as Verizon explained to the Pennsylvania

PUC, were in no way based on cost studies or any other evidence. Verizon made clear

that its willingness to implement network element rates that were below the cost-based

levels prescribed by the Telecommunications Act was contingent on the Pennsylvania

PUC's acceptance of this settlement proposal in its entirety and without substantive

change.

18. The second proposal was made by AT&T and WorldCom, joined by three

state senators, several public parties, and other competing local exchange carriers (the

"aligned parties"). The interests of these parties were generally aligned in the global

8
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negotiation process, and their proposal, although ostensibly a "settlement" proposal,

reflected not a settlement of adverse interests, but instead a reiteration ofthe aligned

parties' litigation positions. The aligned parties also proposed reductions in the rates for

unbundled network elements. The aligned parties made clear that their proposed

reductions were not based on cost evidence or any other record evidence.

19. On August 26, 1999, the Pennsylvania PUC issued a "Joint Motion,"

which pUIported to resolve virtually all ofthe disputed issues in the Global Proceeding.

In that Joint Motion, the Pennsylvania PUC accepted neither of the competing proposals

in its entirety, but resolved most issues by adopting the litigation positions set forth in the

proposal of the aligned parties. The Pennsylvania PUC reduced Verizon's rates for

unbundled network elements by between 10 and 16.5 percent below the cost-based rates

the Pennsylvania PUC had approved in MFS Phase III. Opinion and Order in the Global

Proceeding (Sept. 30, 1999) ("Global Order") (Application, App. B, Tab J, Subtab 6).

Specifically, the Pennsylvania PUC lowered Verizon's cost of capital from 11.9 percent

to 9.83 percent, and adopted a new, higher fill factor of85 percent.

20. Because the Pennsylvania PUC's Global Order reduced Verizon's

unbundled network element prices below TELRIC levels, Verizon appealed that decision

on October 29, 1999. See Bell Atlantic v. Penn. PUC, Civil Action No. 99-CV-5391

(U.S.D.C. - Eastern District of Pennsylvania). Since then, Verizon has notified the court

that it will dismiss its appeal.

21. AT&T notes that Verizon stated in a presentation before New Jersey

Board ofPublic Utilities that the Global Order rates are "arbitrary, capricious and

unsupported by any record evidence" and "are not TELRIC compliant." AT&T

9
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Comments at 12. AT&T cites Verizon's New Jersey filing out of context. This

presentation simply reflects the fact that the Pennsylvania PUC had established TELRIC

compliant rates in MFS Phase III and then arbitrarily reduced them below TELRIC levels

in the Global Order. But the fact that Verizon's network element rates are below

TELRIC levels is not relevant to the checklist. As we explained above, the rates set in

MFS Phase III are TELRIC-complaint rates and satisfy the checklist. Any reductions to

those rates likewise satisfy the checklist.

22. The Pennsylvania PUC instituted a new UNE pricing proceeding on April

27,2000 to set prices for certain UNEs for which rates were not set in the Global Order.

This proceeding was expanded to include pricing of UNEs required by the Commission's

UNE Remand Order, as well as pricing and other issues related to line sharing, dark fiber,

subloop unbundling and collocation at remote terminals. On June 8, 2001 the

Pennsylvania PUC entered an interim order in this proceeding. In re Further Pricing of

Verizon Pennsylvania's Unbundled Network Elements, Docket Nos. R-0000526 I, R

00005261COOOI (Opinion and Order Entered June 8, 2001) ("New UNE Interim Order").

The Pennsylvania PUC reaffirmed the use of the MFS Phase III cost methodology to

produce TELRIC-compliant rates, and directed Verizon to rerun its cost studies "using

the MFS III inputs and assumptions, as modified by the Global Order" (i.e., using the

modified cost of capital and fill factor inputs) and to file a compliance filing containing

the resulting rates. Verizon made its compliance filing on July 11,2001.

e. Further network element pricing proceedings

23. In its November 4, 1999 order approving the merger ofBell Atlantic

Corporation and GTE Corporation, the Commission required that "within thirty (30)

10
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months ofmerger consummation," or by December 31, 2002, the companies must

"'commence a proceeding to determine statewide ONE loops based on consolidated cost

studies. This proceeding shall include consideration of consolidated rates for all ONEs."

Joint Application ofBell Atlantic Corporation and GTE Corporation for Approval of

Agreement and Plan ofMerger, Docket No. 31 0200F0002, et al., (Opinion and Order

entered November 4, 1999), Ordering ~ 12.

24. In an Order entered April II, 2001, the Pennsylvania PUC ordered

Verizon to reduce by $0.75 its 2-wire loop rates in Density Cell 4. Re Structural

Separation ofBell Atlantic-Pennsylvania, Inc. Retail and Wholesale Operations, No. M-

00001353 (Opinion and Order entered April 11,2001) Ordering ~ 18 ("Functional

Separation Order"). Verizon has filed a tariff that implements the required reduction,

effective May 12, 200I. The Functional Separation Order also stated that "'a proceeding

shall be convened to determine whether any further adjustment ofUNE rates is

necessary. This proceeding shall result in a report and recommendation to the

Commission for decision, no later than December 31, 2001." Ordering ~ 19.

III.

25.

THE UNBUNDLED NETWORK ELEMENT RATES SET BY THE
PENNSYLVANIA PUC IN MFS PHASE III COMPLY WITH TELRIC
PRINCIPLES AND ARE BASED ON REASONABLE FACTUAL
FINDINGS

The Pennsylvania PUC complied with TELRIC principles and made

reasonable factual findings when it set unbundled network element rates in MFS Phase

III. The Pennsylvania PUC then reduced Verizon's network element rates in its Global

Order to the levels proposed by AT&T and WorldCom. AT&T and WorldCom

challenge the Pennsylvania PUC's adoption of the rates they proposed and claim that the

11
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Pennsylvania PUC violated TELRIC principles and made erroneous factual findings. As

explained below, these claims are without merit.

A. Embedded Costs

26. AT&T and WorldCom argue that the cost model used in MFS Phase III

was premised on Verizon's actual network, rather than the "TELRIC assumption of a

hypothetical forward-looking network." WorldCom Comments at 22; see also AT&T

Comments at 21-22. WoridCom then argues that the cost model "incorporates Verizon

Pennsylvania's embedded historical costs." WoridCom Comments at 22. AT&T and

WoridCom are not correct.

27. First, the Pennsylvania PUC explicitly rejected any attempt to use

embedded costs. As the Pennsylvania PUC explained, "Section 252(d)(l)(A) precludes

us from basing loop rates on embedded costs" and we "did reject using an embedded cost

of service methodology in our GTE/AT&T arbitration." MFS Phase III Final Order at

12-13 (Application, App. B, Tab 0, Subtab 12).

28. Second, the cost model that the Pennsylvania PUC relied upon was not

based on Verizon's embedded network. Rather, it was based on the construction ofa

forward-looking network. The broadband-capable network Verizon is building is a

forward-looking network. In fact, during MFS Phase III, "AT&T arguerd] that the

[Verizon] studies ... are designed to measure the costs that [Verizon] expects to incur in

building and operating a broadband network." MFS Phase III Interim Order at 68.

Moreover, the Pennsylvania PUC "conc1ude[d] that the FCC mandate for forward

looking costs will require some recognition of the deployment of broadband facilities."

MFS Phase III Interim Order at 69 (Application, App. B, Tab 0, Subtab 8).

12
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B. Broadband Costs

29. AT&T and WorldCom argue that the Pennsylvania PUC's cost model

violates TELRIC principles by including the costs of a broadband network. These parties

contradict themselves by arguing, on the one hand, that the cost model used in MFS

Phase HI was premised on Verizon' s actual network and, on the other hand, that the same

cost model inappropriately includes the costs ofbuilding a broadband-capable network.

AT&T Comments at 22-23; WorldCom Comments, Frentrup Decl. ~~ 3-5.

30. The Pennsylvania PUC found that Pennsylvania law requires Verizon to

construct a broadband-capable network, which is the forward-looking network for

TELRIC purposes: "The mandate to establish broadband capable facilities, according to

the schedule approved by this Commission, is a realization that the network which will be

in place for [Verizon] during the period of emerging competition must necessarily be

broadband capable." MFS Phase III Interim Order at 68 (Application, App. B, Tab 0,

Subtab 8). It is therefore consistent with TELRIC to set rates based on the broadband

capable network Verizon is building.

31. Moreover, the assumption underlying AT&T's and WorldCom's argument

is that the cost model relied on by the Pennsylvania PUC imposes higher broadband

costs. This assumption is incorrect. The Pennsylvania PUC found that "the broadband

network ... costs ... are likely to be less than those associated with using a copper

loop." MFS Phase HI Interim Order at 69 (Application, App. B, Tab 0, Subtab 8).

Moreover, the cost model that the Commission relied on did "not include[] the costs of

the electronics associated with the broadband capability of the network but only the

13
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voice-grade~ narrowband costs." MFS Phase /II Interim Order at 69 (Application, App.
,

B, Tab 0, Subtab 8).

32. Finally, what AT&T and WorldCom are arguing is that the Pennsylvania

PUC should have assumed that Verizon will build a different network than the one

Verizon is required to build. The D.C. Circuit rejected a similar contention by AT&T

that a state commission violated TELRIC by failing to assume - contrary to reality - that

all loops would be 100 percent narrowband. In its unsuccessful challenge ofVerizon's

long distance entry in New York, AT&T contended that the New York commission

"violated basic TELRIC principles" by assuming that the "feeder" portion of the loop

would always be fiber rather than copper. The New York PSC, the FCC and the D.C.

Circuit all agreed that the "use of fiber does not make [Verizon's] rates inconsistent with

a TELRIC methodology." AT&T Corp., 220 F.3d at 619.

C. Switching Discounts

33. AT&T and WorldCom challenge the Pennsylvania PUC's calculation of

switching costs, contending that the Pennsylvania PUC should have assumed that

Verizon would replace all of its switches at once and obtain the huge discounts vendors

typically give for a new switch, rather than the mix ofdiscounts the Pennsylvania PUC

detennined would actually be given for forward-looking switch replacement. AT&T

Comments at 28-31; WorldCom Comments at 23-24.

34. The Pennsylvania PUC specifically rejected this position on switching

discounts because it "totally ignores ... the FCC's guidelines ... that we look to the

most efficient technology currently available." MFS Phase III Interim Order at 84

(Application, App. B, Tab 0, Subtab 8). Indeed, AT&T's and WorldCom's contention

14
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that TELRIC requires the Pennsylvania PUC to assume that all new switch discounts will

be gained immediately is wrong and has been rejected by the FCC in its orders on

Verizon's New York application and SBC's Kansas and Oklahoma application. New

York 271 Order~~ 240-242; Kansas/Oklahoma 271 Order~ 77. The D.C. Circuit also

rejected AT&T's claim that Verizon New York's UNE rates were not TELRIC

compliant, in part based on the exact same claim regarding switching costs. AT&T Corp.,

220 FJd at 618 (the FCC "reasonably concluded" that neither the failure to reflect all

new switch discounts nor the use of growth additions violated TELRIC). The reason it is

reasonable not to assume the use of all new switches is because vendors offer substantial

new switch discounts in order to make telephone companies dependent on the vendors'

technology to update the switches.

35. In any event, the Pennsylvania PUC's decision on switching was based on

reasonable factual findings. The Pennsylvania PUC recognized that there was ample

evidentiary basis to reject AT&T's and WorldCom's contention that any company would

receive the massive switch discounts ifit purchased all of its switches at once. MFS

Phase III Interim Order at 79 (Application, App. B, Tab 0, Subtab 8). The Pennsylvania

PUC followed TELRIC principles by including a forward-looking mix reflecting a switch

discount weighting of 54 percent for switch replacement and 46 percent for switch

growth.

D. Fill Factors

36. AT&T and WorldCom argue that the Pennsylvania PUC violated TELRIC

principles by using unreasonably low fill factors for copper and fiber cable. AT&T

Comments at 26-27; WorldCom Comments at 23. In the Global Order, the Pennsylvania
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PUC adopted higher fill factors than in MFS Phase III, resulting in fill factors among the

highest (i.e., with the lowest spare capacity resulting in lower UNE rates) in the industry.

MFS Phase Ill, Tr. at 283 (Emmerson); BA-PA S1. No. 5.1 (Emmerson Rebuttal) at 30.

By contrast, there was ample basis for the Pennsylvania PUC to reject the fill factors

advanced by WorldCom and AT&T, for the record showed that no telephone company

anywhere was operating with such an unrealistically low level of spare capacity, and that

not even a hypothetical "most efficient competitor" would be able to operate at the fill

factors they advocated without seriously degrading service quality. MFS Phase III, Tr. at

1564 (Albert).

37. In any event, the Pennsylvania PUC adopted a higher fill factor of85

percent in the Global Order. This new fill factor is higher than what the Commission

previously found to be reasonable fill factors for TELRIC purposes. See

Kansas/Oklahoma Order ~ 80; Massachusetts Order ~ 39.

E. Depreciation Lives

38. WorldCom and AT&T challenge the Pennsylvania PUC's selection of

depreciation lives for Verizon's network elements - the time period or "life" over which

the asset is depreciated in order to allow full recovery of investment. AT&T Comments

at 24-26; WorldCom Comments at 24-25. In determining the appropriate depreciation

lives, the Pennsylvania PUC cited, quoted from and applied the governing Commission

TELRIC regulation, Rule 51.505(b)(3). MFS Phase III Interim Order at 34 (Application,

App. B, Tab 0, Subtab 8). The Commission then said that it "endorsed forward-looking

economic lives for ratemaking purposes." Id (Application, App. B, Tab 0, Subtab 8).

Indeed, the Pennsylvania PUC reaffirmed its decision on this input in the Global Order,
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stating that "[w]e do not consider our determination regarding the appropriate lives for

electronic equipment to have been an error and this record suggests that our judgment on

this point was correct." Global Order at 75 (Application, App. B, Tab J, Subtab 6).

39. WorldCom claims that "shortening depreciation lives because Verizon is

modernizing its network for purposes other than the provision ofvoice grade service

would require Verizon's competitors to subsidize this modernization." WorldCom

Comments at 25. But WorldCom is simply clinging to depreciation rates that were set in

the early 1990s before the Telecommunications Act. WorldCom does not dispute the fact

that the Pennsylvania PUC based its decision on a forward-looking broadband network,

which is fully consistent with TELRIC principles. Nor does it dispute the fact that the

Pennsylvania PUC set the right depreciation lives for that network.

40. AT&T claims that the Pennsylvania PUC used depreciation lives that were

significantly shorter than the depreciation lives used by any state commission in

Verizon's region and have been since rejected by regulators in several ofVerizon's other

states. AT&T Comments at 24-25. AT&T is wrong. First, the depreciation lives set by

the Pennsylvania were reasonable and consistent with TELRIC. Other state commissions

have approved depreciation lives that are comparable to the depreciation lives adopted by

the Pennsylvania PUc. For example, the New York Public Service Commission adopted

shorter depreciation lives than the Pennsylvania PUC for 8 accounts: Account 2121 

Buildings (30 years in NY v. 40 years in PA); Account 2212.20 - Public Data Network

(10 years in NYv. 12 years in PA); Account 2232.10 - Circuit Equipment - DDS (2

years in NYv. 7 years in PA); Account 2232.21 - Digital Pair Gain (9 years in NYv. 10

years in PA); Account 2232.22 - Digital- Other Circuit (9 years in NYv. 10 years in
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PA); Account 2232.26 - Sonet - Equipment (9 years in NY v. 10 years in PA); Account

2262.60 - Sonet - Prem (8 years in NY v. 10 years in PA); and Account 2421.20 - Aerial

Cable - Fiber (18 years in NY v. 20 years in PA). In addition, the New York Public

Service Commission adopted the same lives as the Pennsylvania PUC for 5 accounts:

Account 2124 - Computers; Account 2411 - Poles; Account 2426.10 - Intrabuilding

Cable - Metallic; Account 2426.20 - Intrabuilding Cable - Fiber; and Account 2441 

Conduit.

41. With respect to the two accounts specifically identified by AT&T -

Account 2212.10 - Digital Switching and Account 2422.10 - Underground Cab1e

Metallic - the depreciation lives adopted by the New York Public Service Commission

are only one year longer than the lives adopted by the Pennsylvania PUc. This is not

significantly different from the depreciation lives adopted by the Pennsylvania PUC.

F. Switching Features

42. WorldCom claims that rather than developing a switching rate that

includes the costs of all the features inherent in the switch, the Pennsylvania PUC

computed the cost ofa package oforiginating and terminating features. WorldCom

Comments at 24. The Pennsylvania PUC addressed WorldCom's concern in the Global

Order by reducing the switching usage rate to remove the recovery of all features and

establishing two separate switching ports. Global Order at 75 (Application, App. B, Tab

J, Subtab 6). The Option A local switching port includes all vertical features. The

Option B switching port includes all vertical features except three way calling, Centrex

intercom, custom ringing and calling name delivery. The Pennsylvania PUC priced the
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Option A and Option B local switching ports at the rates proposed by WorldCom and

AT&T. Global Order at 75 (Application, App. B, Tab J, Subtab 6).

G. Repair and Maintenance

43. AT&T argues that Verizon network element rates are not consistent with

TELRlC because they include a 20 percent premium above Verizon's historical repair

and maintenance costs. AT&T Comments at 26. AT&T is wrong because the

Pennsylvania PUC eliminated the 20 percent premium in its final order in MFS Phase III.

MFS Phase III Interim Order at 44 (Application, App. B, Tab 0, Subtab 8). In addition,

the cost studies adopted by the Pennsylvania PUC include adjustments for productivity

growth.
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foregoing is true and correct.

Executed on August ;I, 2001



I declare under penalty of perjury under the laws of the United States ofAmerica that the
foregoing is true and correct.

Executed on August :2, 2001
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